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It. might be expe.ct~d t ha t , after the experience of the last few weeks ,
a speaker f'rom tol.e Securities and Sxchange Co,n.uissio,. addressing this con-
vention would outline theories ~nd st.ate conclusions as to the causes of the
market break and whether the regulation of t.radin~ prac\ices has a p13ce
ar.wilg those causes. 1'hat I am not going to at t e aov , We are too close to the
times or market distr~ss to feel certain that cau;es could be appraised calmly
and ac cur-a t e Ly , even if all the dab a nece s s ar y for their ultimate listb1g
and meas ur-Lng were now available.

It is important that opinions wh~ch nay be largely determinative of the
course whten re~ulation shall take be reached by as close an approach to t ne
scientific method as lies within our capabilities. rhe "nervousness" of the
Irlarket, its reaction to hope and fear, to rumor and moo-r, emphasizes tne .im-
portance of haVing opinion founded on knowI ed ge and ot e xpr-e ss rnj opinion
only when all available sources of that knowled~e have oeen examined.

I have accept.ed the invitation t.o t.alk to y ou be cause I think you ::Iugl.t
to have an opportuni t;,r to get aome s.u~g~3tioll of t,ha point of view and atti-
t ude of a member of the :;ommi.:lsioll and in the hope that in so:ne .neasure "his
meeting will serve to improve our unde r-s t.and ing of each other.

I know that s ome of you -"ill have i.lea.; quite d Lf'f'e r-ent, troQ what I shall
try to express, but. I t.hink a better tin~er5t.andinG of how we look at things
must be he LpI'ul, when we approach p r-obLems tl1::1C bo t l.. YOU arid t ne Commission
must try to solve •.

What. I want to talk about, today r-eLat es to s o.se ph as e.s of c orrcco.l of se-
curities mar-ket s , to some of the t hLngs t ira t have been .Jone, to s ome things
that are being d one ; and to something .of wllali should be 10Lle in the future
through the common effort. of ...:le ae cur-Lt Les fr:ll,~r.l.ity ar.d the ':;o,ill11ic;sion.
l-%anyt.hings Ul.ust be omitted for Lacx of t Lme, eve n thoutll the circw'lst::lnces
are appropriate for tiH;ir pr-es e nt at t or., I'h cs e to '''hieb I s iraLl, raf:::' are
picked 1~1the ;lope that they will ce he Lpf aL i::1 att.3ining an und cr-st an Li ng ,
and with full r-ee oqn Lt.Lon t.br:.t their dLsc us s Lon \'.'i11 leave mar.;v important
que s t.Lons not referred 1:.0.

"rf' we are to unde r-s t and wnere we ar-e , ~oJc.nus t fir:>t consider the back-
ground of our present circumstances 0 rt se ems to me t hau a e cmpr-e hc ns Lve pro-
gram for regUlating the sale of s e cur Lt Les lias in.:vitable and that t.he enact-
ment of' the legislation which we nave was or.ly one step in t he evolution, co.r,-
pelled by conditior$ in our economic sy~tem. of regulat~oA of busines~. Their
particular £orm and pr ovr s Lons , of c our-se , are s t amped w~th t he views of those
directly- conce rned with :.heir enactment, but che development of a progra~ t-o
regUlate the sale of securities W3$ bound t,o come. The same lrresi3~ible
forces that. have brought re~ulation of railroads .and pUblic utilities, that
have resulted In workmen's compensation law~ covering industrial accidents,
in fOOd and drug legislation, and in co~tro1 of competi~ive practices, brought
them along. The ir enactment \'1as onll the 1>011tical reeogni tiOl! of economic
and sacial forceS that woulj not :longer be denied.
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:rajvr regulat,")ry le~islatiol1 in this councry , in any of the principal
fields which it has reached, has been the r-e s ul,t of the deep-seated convic-
tion of the public t hac cond.it aons under which ousLness had been done must
not be continued. Legislation has noL been a ~pontaneous thing nor has it
resulted from a political drive not backed by real public demand. rhe party
platform and the legislative campaign have only served to make that 1emand
articulate and somewhat to determine the form of its expi-e ss Lori,

I t hLnk that many times an earlier recognition by business Lhat' it could
not expect to go on un~ontrolled might have greatly affected the form of
regulation. Perhaps it is too much to expect t.hat the business which must be
!:lrought unaer control should realize as readily as toe lawmaker or the eoono-s-
~istwhan that control must be asserted. Characteristically, the course has
been to oppose all r-e gul.at.Lon, to fail or r-e f'uac to r-e aLi ze the strength of
the current of ~opular.demand un~il it has b~en too late to affect the trend
of publie thoug:lt or. t he actual oonst.ruct.Lon of the mechanism of control.
Phe n it was unavoidable that the f'r-ame wor-k and mechanLcs of regUlation shouLd
be deveLoped in an a t mospher-e of bitterness and animosity.

I hope it will be understood that I am not speaking of this as a condi-
t.Lon pecuLrar- to the securities bus Lness nor as one to ,.,hi~h many except.ions
might not be cited. I am only trying to point out that business has not, per-
mitted itself to play the part it migl~ hav~ played in shaping the program of
r es t.r LctLon and regulation. It has not had the politician's sensitiveness to
the formi~g of popUlar convictions or his awareness that when the public de-
mand was really ar0USed that;, demand was bound to be fulfi Ll.ed,

A different. attitude :night often have made H unnece s sar-y for an industry
to pin its faith on a lawyer's as sur auce of constitutional protection -- an
assur-anc e which often hag to ass ume a static wor-Ld and to ignore the evolu-
tion of thou~hv as pubLic problems change and new demands and heeds compel
recognition.

trowwe have the Securities Act and the Securities jj;xchange Act. I be-
lieve in the purposes WhlCh those Ac~s seek to have accomplished. I think
most of you ar~ in the same p03ition. rhey have changed many methods of doing
business. I'hey have made t he conduct, of ¥our business more expensive and they
have imposed obligations which ethical business has always realized it had but
-wh Lch were f'r-e querrtLy not accepted in practice.

In the light of this general background, let us turn to an appraidal of
our more immediate and partiCular situation and see where we are going. As I
see i~, the investment banking business has a dual function in our national
life; to furnish the means Whereby the saVings of the people are made avail-
able for productive enterprise; and to guide those saVings into meritorious
channels of investment. In the Twenties, the investment machinery of America
was extremely effective in the performance of the first of these functions.
Its organization and technique were ade~uate to dispose of millions of dollars
worth of securities in a few hours and of many billions in a year. But, as
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we all know to our sorrow, its record ih regard to its second function was
unfortunate in the extreme. Millions of dollars vf our peopl~'s savings
were dissipatea in worthless or cve r--v at ued d o.nes t Ic or forel~n securities.
This failure of our investment mechanism, and oy "mechanism" I mean to in-
clude much mor e than the busi~ess of offering securities for sale, he l ped
to bring about the profound dislocation in our national economy wale:1 came
to focus in the crisis of the early Thirties.

,
I think no student of the si~uation' would be so optimistic as to ex-

pect, vhe program of regulation c o bring anYLhing 1ike a perfect performance
of this second function. That would pre-suppose an expertness on t'he part
of investors which even highly ::skilled analysts could not clai.n or. t:leir
records. Also, no student can fail to reco~nize that many contributiIlg
causes of that collapse were far beyond the conc r oI of eve n an i:leally con-
stit.uted investment mecharu s ,n,

~he Securities Act of la33 and the Securities ~~chan~e Act of 1934
were d e s Lg ned to minblize deficiencies in our 11,vestm(;'nt s ys t em w;1iC:I st.ood
thus revealed. A purpose of ~nesc Acts was to give a b~tter balance to
our machinery of investment by incrca5in~ its eff~ctiveness in direc~ing
the people's savings vo useful purposes. In this effort, the jovernment
needed the earnest support of the tilough~ful a~d responsible members of
your business •. Unf'or-t.unat.e Ly , however, t.har-e was no ade jua t e 'IIeetinj of
minds. The proponents of the la\o.'5 natur-ally c e riber ed t.h,...ir attention on
the second functioll, while '!lany of t~ll') more outspoken r-e pr e s e nt at Lvea of
the securities business seemed still to be unable La se~ clearly ~he ~reat
importance .of that function. rhe pr-cp onent s of the Laws jQstified t.helQ
by ar6uing that they were es s envt.a L to as s ur e soundness of Lnve s t ment ; the
opposition charged that they would choke up the capi~al markets and ;re-
vent -the offering of se cur-t t r es , vie do riot need very long r~lernories to
recall how insistently it. was contended t l.at, the lia.bility provisions of
the Securities Act made financing impossible.

Since t.hen, events have proved tl~at t he a.Jmi!listration of measur e s
int-ended to pr-cnot e sound nes s of Lnveabmen t cal. be pressed endrgetically
without stiflin~ investment itself. Injeed, act.ivity in the capat a I mar-
kets since that time has de aonsvr at e d so forcibly that tl,e 1iabiliti~s
imposed by the Securities Act do not act as a brak~ upon legitimate finan-
cinS as to remove the question frolll t-he area. of controv~rsy. 'fhe fieures
are interesting. During the perio<1 from July 27, 1933, to Decembe r 31,
1933, the total of securities registered under the Securities Act of 1933
amoUnted to but $401,965,000. In .th~ year 1934, the to~al was only
~64~i573,000. In 1935, the total rose to $2,077,694.000, and in 1930, to
$5,004.737,000.' For the nine-Illonlih period endilig Septelllber 30, 1~37, se-
curities re~istered amounted to ~,012,l30,OOO. The grand total ~or the
periOd from July 27, 1933 to September 30, 1937 comes to $11,797,099.000.
l'hase amounts, of course, have not reached the lavels of the pr-e v Lou.s
decade, but t-her-e is no longer any basis for a c LaLa that vbe flow of
capital is blocked by the Securities Ac~. Minor ~lendmenlis of the Act,
developed largely b~ discussions with investment bankers who w~re Benuine-
1y interested in improving and not weakening it, helped to z-e t reve tl.e
fears of its consequences.
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It 1.3 revealin1 to cout.r as t t.;u: vo.Luae vf se cur it.Le s registered with
the amount, of s ecur LtLes to'wi1let1 re~istration has been denied by stop 01'-

d~r or refusal order, or '..hi en have been withdra""'ll frolll r-e gLst.r-a t Lon,
rcrtal wi t ndr-awa Ls have amounted to -:'>8:)3,:)00,000. Some statements were re-
fl.l~d so t.n at, the gross amount s omewhat overstates the actual total. With_
dr awaLs fall Lrrt o turee general classes; first, those due to unfavorable
.aar ket, con.I Lt t cns r s ccond, those due to the institution of stop order pro_
ceeJin~3; and third, those witLdrawals which were due to suc~ defective
s ca t emeat;s h::H'ir.~ oaen filed t hat, it s ee.aed hopeless to attempt to com-
pLet e the re~i3tration. 3top orders and consent refusal orders account
for about ~160.J00.000 more -- but here a~ain, in SOille cases, refilings
or amended s t a t emeavs beca.ae -:ffeciiive. I Lave not at.t eapt ed to determine
aecur-a t.eLy a net. figu.re but. it i.. safe t o say that 'oJithdrawd.ls and the r~_
f'us aI and s t op order pr cced ur-e s have prevented something on the order of
:;;900,000.000 in amount of securltic.:! fro:n reaching the market.

I'h Ls, of course, does no", t-e Ll, cnc whole s t or-y , Und oubt.edLy many is_
sue.:! w~ich woul:! hav~ been ofrer~d ~f there had be3n no Securities Act were
kept. from t he market. by the ui\willillg:::l€;SSof a cer uaLn type of promoter to
uz.de r go the acr ut Lny inherent. in t he r~gistration process, but we have no
way of estimating the t-ot al , I'h at, t hese largt; auount s of securities have
not passed succe as f'uf.Ly throu'Sll t Le re2istration process does nqt mean that
the Act s t ood in t he wa~' of hones" financing. ~xc~pt for those Lss ues
which wer e ...,it,bdrawn from r-e gLst.r-a t Lon becau.se of lolarket conditions, the
causes of failure to aec ompLi.s h registration ar-e cause s which I am con-
f Ldent, you wo.rLd agree, if you had all the facts before you, snouLd properly
have kept tbe9 from reachin~ th~ ~arkd".

During t nl s perio:! I t hLnk a ~tt~r under-s t and Lng has come about be-
tween those who are directly ~ffcct~d by the legislation ani the Commission
becaus e in a great many ways we have worked vogether. In the pr-e par at.Lon
of f'or ns and regulations, we have not been content to rely merely upon the
work of our experts, but hav e at all times invited criticism and suagestions
from the business world. No important form or regulation has been issued
lli.til it had oeen submitte~ to representatives of your business or to law_
yers aid accountants exper Leneed in the problems which were be Lng con-
sidered. We ha.ve s oughv cr lvLcLsm .it t he s1Jage when criticisD'I does the
most good -- before act~on W~~ ~aken. We have endeavored at all times t.o
make the f'or ms and rules as "Simple, as compact, and as concr-e t e as possible,
havirig due re~ar.j to our paramount obLlgat Lon to obt ain information for
investors and to protect t hem against fraud, and I think they present no
~rea." diffiCUlty to those "rho have had experience in their use or have
specialized iii a study of them, but r admit t hey must still look very in~
tricate to those who have 1.0 deal with them for the first time. Their SUb-

/'

ject mat-tel' is complex and the ~ecessity for precise statement 50 1reat
that th~re seems no reaso~able pr03pect for wLat we might call a "layman's"
version. The necessity of pr oceed.tng in large part by gelleral r-u Les rather
than by opinions and orders nas at once made simplicity more important and
harder to secure. ro t.he expert legal mind, r eas onabLe simplicity seemS
to have been attained. I doubt if others have reached the same conclusion.
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As weaknesses er di!ficul~i.e5 in forms or rul.es already adopted
have been revealed by experience, and many have been; 'we have not hesitated
to make changes. We have prepared sep~rate forms fdr different classes of
issuers, so that each form'might be' as 'far as"possible adap'tedto the n 'cl
f h t i 1 ',. ee 5o t e ~ar cu~ar ssuer, but this ,program ~as-b~,no mean~ been perfected.

Paradox~cally, we have sou~ht o~erating simpl16~t~ thr~u~~ tDe mUltlplica~
tion of forms., At first glance, in sUrveying 'the number of forms which '
have been p~OmUl€ate~ by th~ Commission, are~istrant might well imagine
that his worst fears concerning "the development o~ red tape had been con-
firmed. On looking further, however, and selecting the 'particular form to
be used by the kind o£ issuer"which he represents, he will find that form
simpler, more ecori~micali ana better adapted to bringing out pertinent
information than could possibly have been true had a single general form
been promulgated 'for all classes of issuers.

At present, 'as many of you have heard, we are en~aged in a general
revision of our forms, designed to retain the advantages of speciali-
zation for different situations and different classes of issuers, and,
at 'the same time,' to 'eliminate'duplication and needless variation in
detail, some of.which has'crept in despite the care which was exercised.'. ,

I have said that in the formulation and reVision of our rules and
regUlations and forms, we'have inVited criticism and suggestions from
the business world. The reSUlts have shown beyond question the wisdom
of ~his course. Truth requires me to say, however, that the advice and
criticism received have not always been as realistic and telpful as we
had hoped they would be. In many cases the commen~s have in effect
amounted to no more than a complaint that the partiCUlar rUle or form
would impose an added burden. I can illustrate this by referring to the
criticism of proposed proxy rules submitted on behalf of one of the grea~.
er business organizations. That criticism consisted of nothing more or
less than the s~atement that they could find no good in any proposal which
in any way woul~ change ~hat they asserted tobe existing practice.

It would not be fair, however, to leave the impression that this
was characteristic of the general run of the suggestions which we received.
In a great. many cases the finest spirit of cooperation was shown, Many
able men devoted a great deal' of'time and effort to the job of helping 'us•.
Many l!Iis~akeswere avoided as a'result, and I am sure that rules and forms
as £lnally issued were ~uch better than it would have been possible to
make them without the help which we received. And I think that this sit-
uation is.improving steadily. In the formulation of the over-the-counter
rules which took effect on October 1st, for example, we were greatly
assisted by criticism from informed members of your business which was
just as realistic and constructive as it was direct and forthright.
Representatives of the industry sat down with us in what seemed ~o me a
spirit of wholehearted cOOperation to help make the rules sensible,
workable, and sound~ ~he need for such 'rules-they acknowled~ed from the
start. Then the only pr-obLem was to frame the rules., '

I should like to sneak briefly also of progress which has been
made Ln s'ecuring :a bett.~r presentation of'financ'ial facts. So far the
Commission has not availed itself of the power over accountin~ matters- . .
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given to it by Section 19(a) of the Securities Act, to prescribe general
rules o.r' accounting. A number of accounting questions have been dis-
cussed in stop order opinions but mostly these opinions have dealt only
with ratter elementary phases of accounting error. A few releases of
opinions of our chief accoun~ant, dealing with important accounting
~atters of general interest, have been pUblished, and it is planned to
continue a policy of issuing releases of that character. Papers have
been presented before a number of accounting organizations in which the
~ur?oses of tte Acts as related to accounti~g have been discussed, and
the ~ature of many accounting practices which the Commission has criti-
cLzod lH'\S been pointed out. Constant touch has been kept with repre-
sentatives of leading groups of accountants an~ a great deal of work has
been done in conjunction with such groups. We have had no purpose to
cast accounting into a ri~id mold but have recognized that there are
many lilr,itC'.tionson the usefulness of,inflexible reqUirements. We have
only recently reached the roint where serious consideration is being
£iven to the use of the powers conferred by Section 19(a) for the pur-
pose of'announcLnq rules to t10vernth~ handling of certain acco'mting
matters., To the exterttthat these powers are invoked, I anticipate
that their use will be a matter cf gradual jevelop~ent. The attempt to
secure a seneral recognition of sound principles and practices should
not blind us to the danger-s of rigid standardization. If :thepurpose
of accoun t Lng is to secure a c.or rec'tpicture of financial condition and
results, great care must be taken that the picture be not distorted by
the application of rules which may defeat the purpose.

I think it is true, however, that there should be recognized
certain fundamentals, on which accounting practice has not become uniform,
and if the use of the powers granted by Section 19(a) seems to be ~he
appropriate way to secure that recognition, I should expect them to be
utilized.

Definite pro~ress has been made in accounting matters. Probably
only a sm~ll part can be attributed to direct action of the Commission as
reflected in stoF order opinions because, to a considerable ext~pt, those
opinions have d~alt with violat-ions of accounting principles which are
generally recognized by reputable accountants. Much more has been done
informally, partly ~y utilizing the advice of reputable accountants regard-
ing financial reqUirements in registration forms, partly through conferences
between representatives of the chief accountant's office and those repre-
senting registrants and by public statements of the chief accounta~~, and
partly as a result of the examination of statements by the Registration
Division.

A~l of this has two reSUlts; first, to improve ~ccounting standards
~nd practices without resort to rules; and second, to show in what
respects resort to rules and definitions may be necessary.

I have not ettempted to review all that has been 'done, even within
the limited field covered by the Securities Act of 1933. 1 have men-
tioned certain of the accomplishments largely because they indicate that
the Commission has not been disposed to act arbitrarily or to rety only
on the thinkin~ of its members and staff. It has sou~bt the benefit of

~
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the knowledge and experience of intere~ts afl€cted by its administration.
It has had to weigh and appraise the suggestions it has received. Th~t
is its duty. It has been helped especially by the type of critic who was
willing to reco~nize where the duty of the COmF.lssion lay and to help in
reconciling bhe performance of tr.atduty with the facts ir.t he conduct, of
honest ,business.

At this point, I should like to take the opportunity to re-
examine with you t he whole concept of cooperation between the Secnr ities
and Exchange Commission and the financial community. Many of you, perhaps,
hav~ felt from time to time that the phrase "ccoper-at Lon between busines~
and government" is remarkable more for the frequency with which it is
uttered than for its actual relevance to Rny practical situation. I
think i~ is well for us at the outset to recognize the eXistence of this
attitude, and to ,acknowledge ,that it is understandable. But I am convtnced
of the essential significance and validity of the concept. In explainin~
this conv~qtion and considering its implications, I shall address myself
to the relationship which I think should continue between the Securities
and Exchange Commission ~~d that section of the financial community in
which yoqr Association is particularly interested -- the broad group of
investment bankers and over-the~counter dealers.

Cooperation has as its objective the enforcement of law with
a minimum of interference to the normal processes 'of business. It springs
of course, from the responsible citizenship of the majority of business
men o~ the one hand, and from the ~enuine concern of t~e majority of
public officials for the needs of the ~roup being regulated, on the other.
Beyond that, however, coope r-at-Lon rests upon a practical basis of self- .
interest on,t.he..part of investment bankers and dealers. Your technical
assistance and advice constitute 'a Illostvaluable lubricant in the machinery
of administration. .

To make this clear. I shall ask you to bear with me while '1
briefly rehearse the essentials of our investreer.tsystem, on which I have
already touched. Ai ,the risk of belaboring the obvious, I want to stress
the fundaffientaloutlines of.that s~~tem, which are so elementary that we
stand in constant danger of £or~etting them.

In any form of economic society, a way must be 'found for putting
the savin~s of that SOCiety 'to productive use. All of us today are
familiar with societies in which the basic decisions as to the allocation
of the.natlon'~ savings are made by a central authority. Under the com-
petitive business system of this nation, these decisions are left to
unnumbered individual investors, each of whom determines the channel of
industrial effort into which he will, direct his own savings. Pat~ntly,
it is vital to the ,successful operation of this system that the individual
irTestor be:well informed, and that his judgment should not be misled by
misrepresentation. Investment judgment, led into error by fraud or
ignorance, contributes to the mis-direction of the nation's savings.
Such mis~direotion .means that capital is invested in.industries that do
not need it, aridthat. soundly growing indusiries which need and can make
effective use of'capital, are deprived of it. It means overcapacity in
certain lines of industry ead short6~es of capacity in others. It means
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the kind of d LsLoc at.Lon of whLch the cun-i lat Lve effect is felt in
econo~ic d~pressions. In conse~uence, the swindling of an investor by
an unscrupulous dealer involves something ~ore than a personal injury to
that investor. It involves somethin~ ~ore than unfair competition against
honest dedlers. It strikes a blow at the very heart of the str.ucture of
capitalism.

In a trirle sense, therefore. you are interested in the most
nractical way, in the achievement of the purposes of the laws administered, ,

by the Commission; to provide full information; to eliminate fraud and
manipulat ion; and, in general, to ~erfect and lubricate the mechanism of
the free and open market. You are injured by any factor which leads to
flmdamentaJ dislocations in our economy. You are the direct and iMmediate
victims of unfair competition by frauJulent bankers or dealers. As an .
essential part of the investment machinery of capitalism, you have a vital
stake illthe successful maintenance and operat ion of that machinery.
Clearly, then, cooperation on your part with the Commission in the realiza-
tion of its objectives cannot be regarded ~erely as extra~curricular
activity, inspired by your sense of public respon3ibility as citizens. It
must be recognized 2,S an integral and necessary part of your business itself.

As matter of practical business operation, as well as of'realistic
governmental administration, your cooperation is impo~tant. The lRws
which the Com~ission administers, and the rules promulgated rursuant,there-
to, must become the pattern of action of thousands of investment bankers,
dealers and brokers, scattered throughout the length and breadth of the
land. The rules must be based upon technical knowleage and understanding,
and r.ust, be re,alistically adapted to fluid and c'hanging situations; they
must be understood; and they 111UStbe _policed. How much easier for your
vast business it is to operate. under a system of rules whiCh ,you have
assIst,e.. in drafting ru Les which have not been pr-omu Lgat ed without the
benefit of th~ technical advice which you ~ere able to offer.

The criticism and suggestio11S of the financial community may be
offered either in a spirit of candid advocacy, or in a spirit of impartial
and objective consideration. Both forms of criticism are useful, if
frankly tendered for w1:at they are. There is a definite place for orGan-
izations of inve~tment bankers and dea~ers whose avowed purpose it is to
represent and make articulate the attitude and desires of their member~
ship, ,'lithoutpretense at imp<:.rtiiality~.but, vlith a firm intention to
keep their partisp~ship intelligent and realistic, and not m~rely blind.
There is a~so an important place for organizations of banker~ and dealers
wh Lel,will conscientiously strive, within the admitte.;ilimits of human
frailty, to give technical assistance in which the eLement of'im1l1ediate
personal or group desire is not allowed to dominate. Such organ12ations
endeavor to adopt the point of view of a public body charged with.the duty
to take account of tee interests of different groups which conflict, or
appear to conflict, and try to make their technical eqUipment and exper-
ience available in the light of that attitude. We all of us know that
there are 0r1anizations of both kinds in the field today, and no one
familia~ with the record will deny that they have done well in the dis-
char~e of their functions.

~ 

~ -
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In the task of enforcement, education, and policing must be the
converging courses of action. The desirability of your assistance in
this field is no less acute, but the problem of making your cooperation
effective is more difficult. The problem has two phases. The first
relates to assuring compliance with the statutes and the rUles and
regulations promulgated thereunder. The second relates to the penumbra
of inequitable and injurious methods of business which lies outside the
area of definite illegality.

Let me illustrate the extent of the first phase of the proJlem
by reference to certain recent experiences. Within the last year, the
Commission, for sufficient reasons, sank probes into three areas outside
the largest financial centers -- in Cleveland, Detroit, and in the Pacific
Northwest. A few attorneys and accountants were sertt into these areas,
to inquire into certain complaints, and to make a flying survey. In the
space of a few months, 13 individuals were cri!'linallyconvicted, 18 more
individuals were placed under indictment, 17 corporations and 41 more
individuals were enjoined, and 2 firms were expelled or obliged to with-
draw from national securities exchan~es, all for elementary violations of
the law. The effect of these efforts has, of course, been salutary, but
it would be folly to imagine that nothing remained to be done, or that
the problem is less serious in other parts of the country. Without
Vigorous assistance by representative organizations of investment bankers
and dealers, the job which remains to be done, and which will be done,
can be' accomplished only through a very considerable increase in the
expenditure of funds, and even then will be extremely difficult. Such an
expansion in our organization, which would likewise involve a mu~tiplication
of branch offices, would inevitably increase the problem of preventing the
evils of "bureaucracy, the importance of which problem we fully realize.
To avoid this expansion and to avoid a large increase in the expenditure of
public funds, it is imperative that you recognize our need and your own
interest, and give us the effective aid which you alone are capable of
giving.

The secone phase of the problem is harder to describe, but it is
just as significant. We are all fa~iliar with ffiethods'ofdoing business,
which, while not technically illegal, are nevertheless unfair to customer
and decent competitor alike, and are damaging to the mechanism of the free
and open market. If necessary, these forms of conduct could to a large
extent be brought within the proscription of law, either through amendments
to the statutes, or through rules and regUlations of the Commission. To
accomplish this, however, we would have to involve ourselves in a minute,
detailec\, and rigid regulation of business conduct b~ law which would be
certainly most disagreeable, and perh~ps dangerous, to a free people. It
is far better that such a program of extended and detailed regulation should
be made Unnecessary, and I am hopefUl that the business can make it 50, by
self-regulation. In the rules and administration of well conducted stock
exchanges, and in the discipline which they exercise over their own member-
ship, one may perceive something of the possibilities to which I refer.
With sound organization and methods, arid under careful safeguards, I
believe that self-regulation can be effective in this area of business
conduct without being complex and rigid, and can remain reasonably general
and fluid without degenerating into petty tyranny.
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r do not mean to sugges't th,atthe 'dev~lopment of'.pr-ope r organi-
zations and procedures, and the def'LnLtLon of.relationships between such
organizations and the Commission, can be effected. overni~ht., Only through
a process of steady ~row~h, in which full rega~d Ls ~onstantlY had both
for the ultimate objectives 'and for the concrete realities of human be-
havior and current opin;o~ within and wit~out your ranks, can the'result
be achieved.

This, then, is the concept of c09P~rat~on of the financial
comnunLt.y with the Securities and p;xchang~ COMmission as it appear-s to
ne , As long as we see our respective problems clearly, we will cooperate,
because we wiJl want to do so. When the vicissitudes of a trying period '
~end to cloud our judgJllentsan~ to irr.our tempers, I think we will
nevertheless continue to cooperate, because we will have to do so. The
course \'1'111be dif:ricu~t, but I.am not.without c.onfidence as t'othe out-
come.

It seems to me that the immedjate program should b~'to study the
methods by which an effect ive system of'self-regulation may be promoted.
As I see it, there need be no surrender o~ the full and final authority
of the government, put'there must be a willingness to work with the
industry and to realize that anything l~ke perfection o.f the program must
take time and study, a Willingness to p~oceed gradually and, if necessary,
to retrace steps,which may prove to h~ve bee~ taken in the 'wrong dir~ction.
The business must be 'given encouragement tp take over its share of the job
and it ~ust show its willingness and capacity~ I do not think ~he appeal
to the business need be ~ased entirely o~ its obliga~io~ to the public or
that it need rest entirely on the hope of certain rempte and rather in-
tangible business advantages. .

Questions of rights, privileges, and obligations of organizations for
self-regulation and of their members, of the means to assure that they be
not dominated by ~lY interest, group or clique, and that membership shall
be open to all w~o are willing to work for a decently conducted market,
and questions of the status to be afforded such organizations under the
Securities Exchange Act, are all ~atters for study in what I hope may be a
cooperat ive way.

No.more than the general nature of objectives c~n now be sugge~ted.
We know by experience something of results to be sought and of methods
and results to be avoided. W~ need to work together tq complete a program
and to put it into effect. The call for th~ business to take. its place 'in
working out the problems of the over-the-cioUn~er market must ~e directed
to you but it must also go out to everyone in tpe securities business who
wants that business to have the place of honor which alone is ~onsistent
with the public intere~t.

--000-.--
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